REPORT OF THE AUDITOR-GENERAL TO THE WESTERN CAPE PROVINCIAL PARLIAMENT 

AND THE COUNCILON SWELLENDAM MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the financial statements of the Swellendam Municipality set out on pages 3 to 
89, which comprise the statement of financial position as at 30 June 2013, the statement of 
financial performance, statement of changes in net assets, statement of comparison of budget 
and actual amounts and the cash flow statement for the year then ended, and the notes, 
comprising a summary of significant accounting policies and other explanatory information. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and the requirements of the Municipal Finance 
Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA), and the Division of 
Revenue Act of South Africa, 2012 (Act No. 5 of 2012) (DoRA), and for such internal control 
as the accounting officer determines is necessary to enable the preparation of financial 
statements that are free from material misstatement, whether due to fraud or error. 

Auditor-general’s responsibility 

3. My responsibility is to express an opinion on these financial statements based on my audit. I 
conducted my audit in accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 
of 2004) (PAA), the general notice issued in terms thereof and International Standards on 
Auditing. Those standards require that I comply with ethical requirements and plan and 
perform the audit to obtain reasonable assurance about whether the financial statements are 
free from material misstatement. 

4. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as well 
as evaluating the overall presentation of the financial statements. 

5. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis 
for my audit opinion. 

Opinion 

6. in my opinion, the financial statements present fairly, in all material respects, the financial 
position of the Swellendam Municipality as at 30 June 2013, and its financial performance and 
cash flows and comparison of budget and actual amounts for the year then ended in 
accordance with the SA Standards of GRAP and the requirements of the MFMA and DoRA. 

Emphasis of matters 

7. I draw attention to the matters below. My opinion is not modified in respect of these matters. 
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Restatement of corresponding figures 

8. As disclosed in note 39 to the financial statements, the corresponding figures for 30 June 2012 
have been restated as a result of errors discovered during 2013 in the financial statements of 
the S\A/eliendam Municipality at, and for the year ended, 30 June 2012. 

Materia! losses 

9. As disclosed in note 45.4 to the financial statements, material losses to the amount of 
R3 236 704 were incurred as result of a significant water loss of 31 7 484 kilolitres. 

Material impairments 

10. As disclosed in notes 21 and 22 to the financial statements, material impairments to the 
amount of R16 160 832 and R14 074 767 were incurred as result of the impairment of 
receivables from exchange transactions and rates. 

ADDiTlONAL MATTER 

11. I draw attention to the matter below. My opinion is not modified in respect of this matter. 

Material inconsistencies In other information included in the annual report 

12. The draft annual report has not yet been received at the date of this report. As a result, it has 
not yet been reviewed for any inconsistency with the financial statements. The draft annual 
report as well as the final printer’s proof of the annual report will be reviewed and any material 
inconsistencies identified will be communicated to management. Should the inconsistencies 
not be corrected, it may result in the matter being included in the audit report. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

13. In accordance with the PAA and the general notice issued in terms thereof, I report the 
following findings relevant to performance against predetermined objectives, compliance with 
laws and regulations and internal control, but not for the purpose of expressing an opinion. 

Predetermined objectives 

14. The annua! performance report was not presented for audit and, consequently, my findings 
below are limited to the procedures performed on the strategic planning and performance 
management documents. 

15. The information was assessed to determine whether performance indicators and targets are 
measurable (i.e. well defined, verifiable, specific, measurable and time bound) and relevant as 
required by the National Treasury Framework for managing programme performance 
information. 

16. There were no material findings on the strategic planning and performance management 
documents concerning the measurability and relevance of the information.. 

Compliance with laws and regulations 

17. I performed procedures to obtain evidence that the entity has complied with applicable laws 
and regulations regarding financial matters, financial management and other related matters. 
My findings on material non-compliance with specific matters in key applicable laws and 
regulations, as set out in the general notice issued in terms of the PAA, are as follows: 
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Strategic planning and performance management 

18. The integrated Development Plan adopted by the municipality does not reflect and identify the 
key performance indicators and targets, as required by sections 26 and 41 of the Municipal 
Systems Act, 2000 (Act No. 32 of 2000) (MSA). 

Budgets 

19. Quarterly reports were not submitted to the council on the implementation of the budget and 
financial state of affairs of the municipality within 30 days after the end of each quarter, as 
required by section 52(d) of the MFMA. 

20. Expenditure was incurred in excess of the limits of the amounts provided for in the votes of 
the approved budget, in contravention of section 15 of the MFMA. 

21. Monthly budget statements were not submitted to the mayor, as required by section 71(1) of 
the MFMA. 

Annual financial statements, performance and annual reports 

22. The financial statements submitted for auditing were not prepared, in all material respects, in 
accordance with the requirements of section 122 of the MFMA. Material misstatements of non- 
current assets, current assets, current liabilities, revenue, expenditure and disclosure items 
identified by the auditors in the submitted financial statement were subsequently corrected, 
resulting in the financial statements receiving an unqualified audit opinion. 

23. The 2011-12 annual report was not tabled in the municipal council within seven months after 
the end of the financial year, as required by section 127(2) of the MFMA. 

24. A written explanation was not submitted to the council setting out the reasons for the delay in 
the tabling of the 2011-12 annual report in the council, as required by section 127(3) of the 
MFMA. 

Audit committee 

25. The audit committee did not advise the council and accounting officer on matters relating to 
internal financial control and internal audits, risk management, accounting policies, effective 
governance, performance management and performance evaluation, as required by section 
166(2)(a) of the MFMA. 

26. The audit committee did not advise the council and accounting officer on matters relating to 
the adequacy, reliability and accuracy of financial reporting and information, as required by 
section 166(2)(a)(iv) of the MFMA. 

27. The audit committee did not advise the council and accounting officer on matters relating to 
compliance with legislation, as required by section 166(2)(a)(vii) of the MFMA. 

28. The audit committee did not respond to the council on the issues raised in the audit reports of 
the Auditor-General, as required by section 166(2)(c) of the MFMA. 

29. The audit committee did not meet at least four times a year, as required by section 166(4)(b) 
of the MFMA. 

30. A performance audit committee was not in place and the audit committee was not used to fulfil 
the performance audit committee function, as required by Municipal Planning and 
Performance Management regulation 14(2)(a). 

Internal audit unit 

31. An internal audit unit was not established, as required by section 165(1) of the MFMA. 
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Procurement and contract management 

32. Quotations were awarded to bidders who did not submit a declaration on whether they are 
employed by the state or connected to any person employed by the state, as required by 
regulation 13(c) of the Supply Chain Management (SCM) Regulations. 

33. Bid specifications were not always drafted by bid specification committees which consisted of 
one or more officials of the municipality, as required by SCM regulation 27(3). 

34. Bid adjudication was not always done by committees which were formed in accordance with 
SCM regulation 29(2). 

35. The performance of contractors or providers was not monitored on a monthly basis, as 
required by section 116(2)(b) of the MFMA. 

36. Bids were not always evaluated by bid evaluation committees which were composed of at 
least one SCM practitioner of the municipality, as required by SCM regulation 28(2). 

Human resource management and compensation 

37. The municipal manager and senior managers directly accountable to the municipal manager 
did not sign performance agreements, as required by section 57(2)(a) of the MSA. 

Expenditure management 

38. Sufficient appropriate audit evidence could not be obtained that payments had always been 
approved by the accounting officer or a properly authorised official, as required by section 
11(1) of the MFMA. 

39. Reasonable steps were not taken to prevent unauthorised, irregular and fruitless and wasteful 
expenditure, as required by section 62(1 )(d) of the MFMA. 

Conditional grants 

40. The municipality did not submit quarterly performance reports to the transferring national 
officer, the provincial treasury and the National Treasury, within 30 days after the end of each 
quarter, as required by section 12(2)(c) of the DoRA. 

Consequence management 

41 . Unauthorised expenditure incurred by the municipality was not investigated to determine if any 
person is liable for the expenditure, in accordance with the requirements of section 32(2) of the 
MFMA. 

42. Irregular expenditure incurred by the municipality was not investigated to determine if any 
person is liable for the expenditure, in accordance with the requirements of section 32(2) of the 
MFMA. 

43. Fruitless and wasteful expenditure incurred by the municipality was not investigated to 
determine if any person is liable for the expenditure, in accordance with the requirements of 
section 32(2) of the MFMA. 
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Internal control 

44. i considered internal control relevant to my audit of the financial statements, annual 
performance report and compliance \with laws and regulations. The matters reported below 
under the fundamentals of internal control are limited to the significant deficiencies that 
resulted in the findings on the annual performance report and the findings on compliance with 
laws and regulations included in this report. 

Leadership 

45. There was leadership instability during the financial year, resulting in a lack of consequences 
for poor performance and transgressions, leadership not implementing a credible action plan 
to address the root causes of audit findings previously reported and not taking ownership to 
improve deficiencies in internal controls.. The failure to appoint skilled individuals in critical 
positions at the finance unit further hindered the establishment of an effective internal control 
environment, resulting in an over-reliance on consultants by the municipality to facilitate the 
preparation of its financial records. This was done without interrogating and monitoring outputs 
against initially set objectives adding to the deficiencies identified in the financial statement 
disclosures. 

46. The leadership of the municipality did not implement a performance management system in 
line with the requirements of the MSA to facilitate the clarification of roles and responsibilities, 
to guide staff to effectively carry out their duties and to monitor the performance of staff. This 
was as a result of leadership instability at the municipality during the year, impacting on the 
implementation of a performance management system in a timely manner. 

47. The leadership, in addition, did not oversee compliance with laws and regulations and did not 
exercise oversight to prevent irregular, fruitless as well as wasteful and unauthorised 
expenditure. 

48. Management did not identify and mitigate the risk of unauthorised expenditure, as part of its 
budget and expenditure management. This was as a result of a lack of an effective internal 
monitoring system to monitor expenditure on votes and whether the desired objectives were 
being achieved to limit the risk of incurring unauthorised expenditure. 

49. The internal processes of the municipality did not adequately address the processes 
pertaining to the reporting of performance information, as well as compliance with laws and 
regulations. The budget of the municipality was overspent, the municipality incurred 
unauthorised, irregular as well as fruitless and wasteful expenditure, and the annual report 
was not submitted on time while the report on predetermined objectives was not submitted for 
audit purposes. This occurred as a result of the weak internal control environment prevalent at 
the municipality. 

Financial and performance management 

50. The monitoring of the key financial disciplines in relation to daily transacting, record keeping, 
monitoring the key controls in relation to the daily recording and processing of those 
transactions and the timely performance and review of critical reconciliations in relation to 
those transactions, which results in the accurate reporting thereof, did not occur, Furthermore, 
the finance unit lacks adequate, critical financial management and accounting skills. This 
impacts the municipality’s ability to account for transactions, accurately, completely and in a 
timely manner, resulting in unreliable, inaccurate and incomplete financial records. 

51. The performance of contractors and the status of accounting functions that is contracted out 
are not reviewed and effectively monitored by management. Corrective action with regard to 
reconciliations performed by consultants was not overseen by management. 
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Governance 

52. The audit committee did not promote accountability and service delivery through evaluating 
and monitoring responses to risks and providing oversight over the effectiveness of the internal 
control environment including financial and performance reporting and compliance with laws 
and regulations. Furthermore, the audit committee failed to advise the municipal council, the 
political office bearers, the accounting officer and the management staff of the municipality on 
matters relating to compliance with the MFMA, the DoRA and other applicable legislation. 

53. The municipality does not have an integrated management strategy and risk assessment plan 
and consequently the risk of not achieving clean administration was not identified. 

54. Management and the audit committee in addition did not ensure that an adequately resourced 
and functioning internal audit unit that identifies internal control deficiencies and recommends 
corrective action was established at the municipality during the period under review. 

OTHER REPORTS 

investigations 

55. Two investigations into alleged irregularities concerning the non-compliance with the supply 
chain management processes were in progress at year end. 

56. A forensic investigation into cash shortages on pre-paid electricity was completed during the 
financial year under review. The investigation resulted in criminal proceedings being instituted 
against the employee. 

57. Furthermore an investigation was carried out with regard to collusion by councillors with 
developers and illegal interventions in the administration by the previous mayor. The outcome 
of the SlU Investigation that ensued is not yet known. 



Cape Town 


29 November 2013 



AUDiTOR-GENERAL 
SOUTH AFRICA 

Ic build public conlidence 
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